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ARMEN, Special Trial Judge: This case was heard pursuant to

the provisions of section 7463 of the Internal Revenue Code in
ef fect when the petition was filed.! Pursuant to section

7463(b), the decision to be entered is not reviewabl e by any

1 Unl ess otherwi se indicated, all subsequent section
references are to the Internal Revenue Code in effect for 2004,
t he taxable year in issue.
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other court, and this opinion shall not be treated as precedent
for any other case.

Respondent determ ned a deficiency in petitioners’ Federal
incone tax for 2004 of $875. The sole issue for decision is
whet her petitioner Bert A Hedrick was an active participant in
qualified retirenent plans in 2004 and was thus ineligible to
deduct a $3,500 contribution to an individual retirement account
under section 219.

Backgr ound

Sone of the facts have been stipulated, and they are so
found. W incorporate by reference the parties’ stipulation of
facts at trial and acconpanyi ng exhibits.

At the tinme the petition was filed, Bert A Hedrick (M.
Hedrick) and Julie L. Hedrick (Ms. Hedrick), jointly referred to
herein as petitioners, resided in Col orado.

M. Hedrick was enployed by the Jefferson County Public
School s (school system for 28 years. During the tine he was
enpl oyed there, M. Hedrick was an active participant in the
school systenis defined benefit retirenent plan. He contri buted
a percentage of his paycheck to a retirenent account through the
pl an, and his enpl oyer matched a percentage of that contribution.
He retired on May 31, 2004.

In addition to his enploynent with the school system M.

Hedrick worked part tinme with the Denver Theatrical Stage
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Enpl oyees Union (the stage enployees’ union).? |f the stage
enpl oyees’ union had a retirenent plan, M. Hedrick was not a
participant, nor was he eligible to participate therein.

M's. Hedrick has been enployed by the Royal Sanitary Supply
Conmpany since 2000. |In 2004, she was an active participant in
the conpany’s qualified pension plan, contributing funds and
havi ng a percentage of the contributions matched by her enpl oyer.

At sonme point after retiring fromthe school system M.
Hedrick contributed noney earned working at the stage enpl oyees’
union to an individual retirenment account (IRA)

Petitioners tinely and jointly filed a Form 1040, U.S.
| ndi vi dual I ncone Tax Return (return), for 2004, claimng a
$3, 500 deduction for the I RA contribution.

Respondent di sallowed the entire | RA deduction and
determ ned an $875 deficiency on the basis of petitioners’ active
partici pant status.

D scussi on®

CGenerally, a taxpayer is entitled to deduct anounts
contributed to an IRA. See sec. 219(a); sec. 1.219-1(a), Incone
Tax Regs. The deduction may not exceed the |esser of (1) the

deducti bl e anpbunt or (2) an ampunt equal to the conpensation

2 M. Hedrick continues to be enployed there part tine.

8 The issue for decision under these facts is essentially
legal in nature; therefore, we decide the instant case w thout
regard to the burden of proof.
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i ncludable in the taxpayer’s gross inconme for such year. Sec.
219(b)(1). For 2004, the deductible amount was $3, 000, increased
to $3,500 if the taxpayer was age 50 or ol der before the close of
the taxable year.* Sec. 219(b)(5) (A and (B)

| f, however, for any part of a taxable year, a taxpayer or a

taxpayer’s spouse is an “active participant” in a qualified plan
under section 401(a), the deductible anmount of any |IRA
contribution for that year may be further Iimted. See sec.
219(a), (g9)(1), and (5). As relevant in this case, the IRA
deducti on phases out for taxpayers whose nodified adjusted gross
i ncones exceed certain thresholds, with a conpl ete disall owance
after $75,000 in 2004. See sec. 219(g)(2) and (3)(B)(i). Both
petitioners were active participants in a qualified plan (Ms.
Hedri ck throughout 2004, and M. Hedrick for the first 5 nonths
of 2004), and their adjusted gross incone exceeded $75, 000.
Therefore the entire $3,500 deduction is disallowed.

Petitioners’ confusion in this case arises fromthe fact
that M. Hedrick was considered an active participant for the
entire taxable year, even after he retired fromthe school
system It is easy to see how petitioners could be confused by
| anguage in various Internal Revenue Service publications
expl ai ning that receiving benefits froma fornmer enployer’s plan

does not nmean that one is covered by, or an active participant

4 M. Hedrick nmet the age requirenment for the $500 increase
in allowable contributions.
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in, that plan. See, e.g., Publication 590 Situations in \Wich
You Are Not Covered (2004); Notice 87-16, 1987-1 C. B. 447-448,
QRA-8. It is true that M. Hedrick was not an active partici pant
in the school systenmis plan sinply by virtue of his receipt of
benefits fromhis former enploynent. However, because he was an
active participant in the school systenmis plan for 5 nonths of
t he taxabl e year in question, he was considered an active
participant for the entire year. See sec. 219(g)(1); see also,

e.g., Wade v. Conm ssioner, T.C Meno. 2001-114 (even de mnims

participation during a plan year is sufficient to render a
t axpayer an active participant for the entire year).

Al t hough we can appreciate petitioners’ confusion as to how
M. Hedrick’s retirenment and subsequent receipt of benefits woul d
i npact contributions nmade during the sane tax year to an | RA
deductions are a matter of |egislative grace, and they nmust neet

all applicable statutory requirenents. |NDOPCO, Inc. v.

Commi ssioner, 503 U.S. 79, 84 (1992). W found petitioners to be

very strai ghtforward and honest, but unfortunately, the Internal
Revenue Code is very specific in its requirenents, and we nust

enforce the laws as witten. See Marsh & McLennan Cos. v. United

States, 302 F.3d 1369, 1381 (Fed. Cir. 2002); Phil adel phia &

Reading Corp. v. United States, 944 F.2d 1063, 1074 (3d G

1991). Accordingly, we hold that M. Hedrick’s $3,500 | RA
contribution was not deductible for the taxable year in issue.

However, as respondent acknow edged at trial, petitioners
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will be entitled to $3,500 of basis in the IRA.  Accordingly,
when petitioners receive distributions, they will be entitled to
recover $3,500 tax free consistent with applicable |aw,
essentially on a pro rata basis. Any inconme on that investnent
woul d continue to accrue in a tax-deferred manner. See generally
sec. 408.

To reflect our disposition of the disputed issue,

Deci sion will be entered

for respondent.




